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Let us assume that a couple living in one 
of the metropolitan areas owns a summer 
cottage on a lake in Maine. They custom­
arily spend one month at the lake property 
during the husband’s annual vacation, and 
for two months during the peak of the 
recreational season they rent the property 
for $2,000 ($1,000 a month). As shown in 
the schedule below, the couple will lose 
a considerable tax benefit under the pro­
visions of the new regulations:
Prior Law Present Law
Rental Income $2,000 $2,000
⅓ ⅔ ⅓ ⅔
Expenses: Personal Business Personal Business
Interest (A) 400 800 400 800
Real Estate Taxes (A) 200 400 200 400
Maintenance 400 200 (B)
Utilities 200
Depreciation 800
Allowable Deductions 600 2,600 600 1,400
600 600
3,200 2,000
Net Deduction 1,200 -0-
Tax Savings @ Assumed
Rate of 40% 480 -0-
(A) Fully deductible under Sections 163 and 164(a) regardless of whether 
lake property activity is engaged in for profit.
(B) Limitation under new regulations: rental income, $2,000 less interest and 
taxes $1,800 = $200.
REVIEWS
(Continued from page 19)
The research documents that, in general, dis­
tributions provide no real gain to stockholders. 
In the cases where definite price action from 
the close on the prior date to the opening on 
the ex-date existed, it was a result of mixing 
stock and cash dividends. Generally, stock 
distributions without cash dividends benefit the 
stockholders only negligibly and then only in 
those cases where the stock distribution is 5% 
or less.
With the exception of the statistical meth­
odology, the article is easy to read, short, and 
to the point. It appears to lack sufficient 
strength to completely obliterate the AICPA’s 
guideline; however, it does strengthen the posi­
tion of stock dividend critics.
Boyd C. Greene, graduate student 
Memphis State University
“Corporate Farming: A Tough Row to 
Hoe,” Dan Cordtz, Fortune, Vol. LXXXVI, 
No. 2, August 1972.
Much has been written about the tragic 
demise of the “family farm.” This article pre­
sents information which states that the demise 
has been in the farm with sales of less than 
$5,000 gross, yielding a net which is not suffi­
cient to support a family. Since 1939 the 
number of farms with sales of $10,000 or more 
have tripled. At the same time, corporations 
which have been rushing into the farming 
business are discovering that “bigger is not 
better.”
The author lists numerous corporations 
which have gone bankrupt or beat a hasty 
retreat into other ventures as they discover that 
“the shadow of the owner on his land” is the 
key to success. The struggle against nature, 
weather, soil, makes field decisions essential. 
“Growing food can probably be better left to 
real farmers, but the big corporate investors 
may yet find in distribution the profits that they 




DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
“Defense Contract Costing: The State of 
the Art,” James Bullock; National Associa­
tion of Accountants Research Study, New 
York, 1972; 83 pages. (Paperhack) NAA 
Members—$2.25, Nonmembers—$4.95.
Accountants have been increasingly inter­
ested in costs of defense contracts. After it was 
recommended that the Defense Production Act 
of 1950 be amended to require the Comptrol­
ler General to determine the feasibility of ap­
plying uniform cost accounting standards to 
defense contracts, a study was made which de­
termined that it was feasible. A Uniform Cost 
Accounting Standards Board was established 
in August, 1970 and issued its first standards in 
February, 1972. The National Association of 
Accountants undertook this study to review the 
sources of cost principles for defense contracts 
and to examine the costing practices of defense 
contractors.
Costs have varying significance in price set­
ting; however, when the Federal government 
is the purchaser, costs are required to be used 
in setting the price. There are several needs for 
generally accepted cost principles when a cost 
based pricing system must be used. For ex­
ample, in situations where almost no competi­
tion in bidding exists, a set of cost principles 
consistently applied would help assure the 
buyer that the cost used for price determination 
is proper. In addition, several contractors deal 
with several agencies of the Federal govern­
ment and there is a need for acceptable cost 
principles which can be consistently applied 
to assure equitable pricing.
After the cost practices used by the Defense 
Contractors interviewed are illustrated, the 
study discusses the differences in these prac­
tices. It concludes that the differences resulted 
more from the continuation of past practices 
than from philosophical disagreement.
The researcher felt that the problem area in 
government contracts was allocation of indi­
rect costs. The research study contains many 
examples illustrating the effect of alternative 
allocation methods using prior and final pools.
The book provides criteria against which spe­
cific cost standards can be tested to insure that 
they are internally consistent and relevant to 
the measurement purpose. Basic concepts ap­
plicable to cost as the basis for price setting 
are defined. Beaders of this study will obtain 
knowledge concerning costs which is useful 
for defense contracts.
Letricia Gayle Rayburn 
Memphis State University
“A Test of the AICPA Differentiation Be­
tween Stock Dividends and Stock Splits,” 
Sherman Chottiner and Allan Young, Jour­
nal of Accounting Research, Vol. 9, No. 2, 
Autumn 1972.
A recent decline in the economy, beginning 
in the late 1960s, has motivated many com­
panies to switch from cash dividends to stock 
distributions. For instance, in 1967 151 com­
panies listed on the New York and American 
Stock Exchanges split their shares or made 
stock distributions; by 1968 the number of 
companies had reached 276. This trend empha­
sizes the importance of the accounting treat­
ment for these transactions. Chottiner and 
Young have developed a type of statistical test 
to verify the 20-25% guideline set forth in Ac­
counting Research Bulletin No. 43 which states 
that distributions below 20% should be ac­
counted for as dividends, while those above 
25% should be classified as splits.
The article begins by giving the reasons for 
the AICPA’s selection of the 20-25% range as a 
guideline. The AICPA felt that in the majority 
of cases a stockholder benefits by a stock divi­
dend, whereas the stock split provides him with 
no extra benefit. The question posed by the 
two authors is whether this hypothesis is valid. 
Chottiner and Young feel that the 20-25% range 
was chosen in an arbitrary fashion by the 
AICPA.
Several sophisticated mathematical formulas 
were developed and data from all New York 
Stock Exchange listed companies that made 
stock distributions during the period July 1, 
1963, to December 31, 1968, were tested by 
use of the formulas.
(Continued on page 15)
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